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PREFACE 


The world-wide economic depression, accompanied by unem- 
ployment to a degree unprecedented in history, renders particularly 
timely the six objective and scientific studies contained in this 
document on the subject of economic conditions in Germany from 
the points of view of agriculture, industry, transportation and com- 
munications, public finance, and banking and credit. The several 
authors, who are eminent professors of economics at six important 
German universities, made their investigations under the auspices 
of the German Research Union—also known as the Union for 
German Science (Notgemeinschaft der Deutschen Wissenschaft )— 
which undertook this systematic and scientific survey for the pur- 





pose of determining the underlying causes of the prevailing high 
rate of interest in Germany and the effect on the economic life 
of the country. 

A volume containing the complete results of the investigation 
is being published by Gustav Fischer at Jena under the title 
“Ursachen und Wirkungen des hohen Zinsfusses in Deutschland” 
(Causes and Effects of the High Rate of Interest in Germany). 


NicHoLAs MurrAY BUTLER 
New York, March 4, 1932. 
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THE PRESENT ECONOMIC STATE OF GERMANY? 


Some Conclusions of a Study Completed under the Auspices 
of the German Research Union 


AGRICULTURE 
By Max SERING 


Professor of Economics, University of Berlin 


Agriculture, for many reasons, occupies the economist first when 
he attempts to appraise the economic state of a whole nation. 
People must have food to live, and the extent to which they as a 
group can produce their own sustenance has a decisive bearing one 
way or another upon their international economic position. In any 
survey, therefore, of the economic capacity of the German people 
and the limitations upon their further economic development, it 
is appropriate and even necessary to begin with agriculture. 

The World War left the German people in a much worse eco- 
nomic condition than they had ever known. The losses of territory 
reduced the area under cultivation by 15 per cent, and the forest 
area by 11 per cent. Germany’s net loss of population amounted to 
7.6 per cent, if we take into account the return of about 1.6 millions 
of Germans from abroad and from border territories. The average 
available area of fertile soil for each member of the German na- 
tion was thereby sharply contracted. The Polish “Corridor” has 
taken from the eastern agrarian regions their markets in the 
German cities and around the fertile Vistula, throwing them back 
upon the Berlin market or central Germany. The loss of great in- 
dustrial centers in Alsace and Upper Silesia, for example, deprived 
Germany of important sources of wealth and her agriculture of ex- 
cellent markets. 

The backbone of the population consists of the families of the 
agricultural class, who stubbornly defend their inherited bits of 
land for themselves and their children. The area under cultivation 
in the Reich amounting to some 73 million acres is divided in ap- 
proximately 5 million properties, of which nearly 60 per cent are 
smaller than five acres. But 62.2 per cent of land under cultivation 


1 Reprinted by permission of the “Notgemeinschaft der deutschen Wissenschaft,” 
Berlin, Germany. 
[o] 








belongs to farms from 12.5 to 250 acres. Gerrgan agriculture as a 
whole has no problem of latifundia, although there are some very 
large estates in the eastern part of the Reich.’ 

The collapse of prices has had a profound influence. When 
people crowd into cities and industrial regions, they always become 
more closely united in industrial and economic bonds— the leaders 
of industrial enterprises, the manual laborers and other workers, 
Their object is naturally to control the market through unions and 
fed leration s which prevent any competition for goods and services. 


Only in the case of the millions of individual farmers are such 
price-fixing arrangements out of the question. 
For several generations, it was necessary to sustain a rapidly in- 


creasing population devoted to industry, living and working under 
certain given technical conditions that affected production and 
distribution. In order to maintain this population, agriculture had 
to put up with increasing costs and so the agricultural price curves 
invariably revealed the tendency to run ahead of the industrial 
price curves. Since, however, the competition of the American 
West and other newly settled countries began, the great disparity 
of industrial and agricultural prices has developed which all 
civilized regions peRONEE devoted to international trade have 
experienced. This disequilibrium of prices has resulted in a dis- 
location of national income sharply to the disadvantage of agricul- 
ture. The most important method of effecting a certain equilibrium 
would naturally be tariff duties on agricultural imports, but in 
Germany these rates have not succeeded in closing the “price 
scissors” (the gap between the two curves). 

In spite of these difficulties the farmers of Germany have been 
able not only to attain but to pass the prewar level of intensive 
cultivation. The harvests from 1928 to 1930 inclusive were ap- 
proximately as great as in the last years prior to the war. The 
livestock resources of the country have again been built up and 
afford a greater production than before the war. German agri- 


2 What is here stated with regard to agriculture is in large measure taken from 


an elaborate study conducted under the auspices of the Enquéte-Ausschuss (Com- 


mitt for the Investigation of the Transformation of German Industry) which has 
been pu hed under the title, “Die deutsche Landwirtschaft unter volks- und 
wel t f hen Gesichtspunkten. Dargestellt unter Verwertung und Erganzung 
der Arbeiten des Ausschusses zur a orromepene der Erzeugungs- und Absatzbed- 
ngungen der deutschen Wirtschaft,” by Mz Sering, Director of the German 
Institute for Agricultural Research, Berlin Divisic yn, in cooperation with numerous 
scholars. Paul Parey, Berlin, 1931. 
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culture today provides not merely the required supplies on a large 
scale but even furnishes a substantial over-supply of rye, oats, and 
potatoes. The demand for meat is mostly covered by home produc- 
tion, but the hog supply is excessive and a substantial volume of 
corn, barley, vegetables, dairy products and animal fodder must 
be imported. 

The fact that the soil of Germany, by no means fertile on the 
average, is now giving a greater return than before the war is an 
accomplishment hardly less brilliant than those of the chemical, 
electrical, steel and machine industries, although far less recogni- 
tion is accorded to it by the general public. The generation which 
went through the war was to a large extent hospitable to new 
ideas. Scientific and technical advances have had very wide influ- 
ence through experimental stations, courses of instruction and 
special advice. All this has contributed to the result that farmers, 
in the years since the end of the occupation of the Ruhr, and 
finally of the Rhine, have found it possible more and more to 
adapt their enterprises to the changed conditions. In this period 
there has been a drift to relatively cheap means of production, 
such as the use of commercial fertilizers and fighting plant diseases. 
The mechanization of agriculture has made great progress. But 
this mechanization has run up against the practical obstacle that in 
spite of all efforts no suitable machinery has been found for such 
root crops as potatoes, sugar-beets, and the like. The transforma- 
tion of wheat production in great measure to a mechanical basis can 
hardly bring to Germany the same advantages as exist in those 
countries with single types of cultivation which are not possible in 
Germany. The careful individualization of agricultural industry 
was the indispensable prerequisite to a higher yield per unit of soil. 
This involved careful adjustment to existing soil or climate condi- 
tions; and, on the basis of these factors, the satisfaction of the 
requirements of the market and of transportation. 

But it must be borne in mind that the areas capable of a very 
highly developed cultivation of the soil in Germany are extremely 
limited. Far the greater portion of the country’s area offers to 
agriculture only a moderate average combination of the natural 
conditions for successful operation. Fully a quarter of Germany 
must be classified as definitely unfavorable to agricultural produc- 
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tion, and yet this quarter includes something like one-sixth of the 
area which is under cultivation. Moreover, outside of these ad- 
mittedly unfavorable areas, there is a great deal of decidedly 
infertile soil in the mountain regions of the Center and of the 
South, as well as in the North German plains, and the farmers in 
these regions must face an especially difficult task in trying to ad- 
just themselves to the complex and severe conditions of nature 
under which they have to work. 

According to calculations based upon 3,000 farm records cover- 
ing the last seven years and embracing a wide range of German 
conditions, individual enterprises which show no profit are about 
one third of the total number of farms. Relatively many such 
enterprises are to be found in the unfavorable regions just men- 
tioned. With this exception, it can be stated that generally 
increasing yields per acre and per head of livestock have also in- 
creased net profit. But the growing burden of interest on the 
indebtedness is absorbing these profits in an increasing extent. 

Germany has about half as many inhabitants as the United States 
(65 millions in 1930), but she has only 14 per cent of the agricul- 
tural area of the North American Union (72 million acres against 
505 million acres of crop land and plowable pasture). Conse- 
quently, the average productivity of capital and labor in the United 
States is far greater than in relatively crowded Germany. In the 
former country, one may content himself with cultivating only 
level and fertile areas. Since the opening of the great plains to 
agriculture, great stretches of sandy, stony, marshy, or rolling 
soil in the eastern half of the Republic have simply dropped out of 
cultivation. But the Germans cannot give up the cultivation of 
anything which has ever been devoted to agriculture, and only 
an extremely small number of farms have been turned back to un- 
cultivated pasture or to forest in consequence of declining success. 
Only intensive cultivation of the land is in accordance with the eco- 
nomic conditions in which the German nation lives and works. The 
heavy burdens which rest upon his land compel every farmer to get 
the highest possible yield out of every unit of his soil. But intensive 
cultivation means higher costs for each unit produced, other things 
being equal. It is possible from an economic point of view only 
when labor and capital are abundant and relatively inexpensive. 


[12] 





‘¥ 
wn 


14I 


There comes a time when very great intensity of cultivation can 
give only a slight increase in yield as a consequence of additional 
investment of labor and capital. 

It was in accordance with the different productivity of capital, 
that before the war well secured long-term loans in Germany pro- 
duced from 3 to 4 per cent, while the corresponding type of loans 
in the Eastern United States yielded 5 to 6 per cent and in the 
Western States from 8 to 10 per cent. During, and since the war, 
the situation of interest rates has changed. In the United States, 
the interest rate is only half as high now as it is in Germany. 
The Federal Land Banks are giving mortgages at from 5 to 5% 
per cent on the basis of fifty per cent of the value; the life insur- 
ance companies at from 6 to 7% per cent. In Germany, until the 
credit collapse of July, 1931, mortgage loans were given up to 40 
per cent of the value of the farm and cost from 9% to 10 per cent. 
The short-term personal credits of the farmer were still more ex- 
pensive. After July 13, 1931, it became nearly impossible for the 
farmer to get any private credit. But here we have to treat the 
effects of the high rate of interests which could be observed in the 
relatively favorable period before this date. It stands to reason 
that German agriculture had to operate under the greatest difficul- 
ties with the above described high costs of capital. Only such 
branches of agriculture as afford a relatively rapid turnover of the 
capital can make the slightest headway against too expensive 
operating credits. But enterprises paying such prices for credit 
necessarily travel on a thin edge of safety. A drought, a plague, or 
even a partial crop failure will signify the disaster of an enterprise 
if the capital on which it operates must pay a very high return 
to a foreign creditor. Moreover, the acquisition of machinery on 
the basis of expensive credit over a long term is possible only if 
the labor saved thereby can be so applied as to assure the service 
charges for interest and principle on the borrowed money. The 
high rate of interest, therefore, in very sharp measure limits the 
relatively slight possibility of mechanization that still exists in the 
larger farm enterprises. It is hardly ever profitable to construct 
buildings with borrowed money, and drainage and like improve- 
ments are almost always unproductive for borrowed money, since 
the return from such operations comes only several years after they 
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have been carried out. Anything contributed by the Reich or the 
State governments to help out in this regard has had to come 
from tax revenues; and the ill effects of high interest rates can 
never be generally avoided by the employment of funds from these 
sources. 

It appears, therefore, that the excessively high interest charge for 
capital employed in agriculture often quite absorbs the entire net 
profit; or, if it does not, the slender margin which it leaves will 
barely suffice for the income and property taxes of the farmer. In 
Germany, the largest part of the farms are family enterprises; and 
in order to avoid indebtedness they double the efforts of the family 
members and at the same time they cut down their standard of liv- 
ing. The lack of new capital is simply made up by an increase in 
the amount of work the family itself performs. But each new 
generation involves an inevitable division of the inheritance, and 
this carries with it the danger of a heavy load of debt. Thus the 
successive stages are likely to be progressively worse. Since the 
end of 1927, a great crisis has affected German economic life, 
because of the suspension of new American credits, of the great 
volume of reparation payments, and the general economic difficul- 
ties of the world; and the consumptive power of the industrial 
population has sunk most sharply. Precisely in the products of the 
peasant farmers has the decline been most notable—meat, dairy 
products, and the like. And now, the abandonment of the gold 
standard by England and other countries has made the exportation 
of agricultural products to England from gold standard countries 
like the Netherlands and Germany more difficult, and has tended, 
too, to divert Danish exports, for example, from England to Ger- 
many, despite tariff barriers. 

Unfavorable prices, high taxes and social burdens, and exorbi- 
tant interest rates have prevented the development of a supply of 
operating capital for agricultural activities in general. Yet the 
agricultural cooperatives have somehow managed to get some 
funds together. In 1913 their resources aggregated 2,200 million 
marks; at the end of 1924, only 81 millions, but at the end of 1930, 
1,600 millions. In part, it must be pointed out, this rapid increase 
in the resources of the agricultural cooperatives is due to the 
admission to their ranks of a great number of persons who are not 
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engaged in farming at all; and as industry suffers and unem- 
ployment grows, these funds, of course, are withdrawn. The dis- 
proportion of increased interest rates to surpluses obtainable from 
the use of borrowed capital has contributed to increase indebtedness 
every year, and has quite nullified the effect of debt reduction 
brought about by inflation. The inflation, moreover, quite deprived 
the farmers of their cash resources. After the stabilization, 1924- 
25, many farmers had to borrow at interest rates of 15 to 25 per 
cent and more, in order to pay emergency taxes and to secure 
working capital. The interest obligations could be met only by new 
borrowing. By the close of 1929, the annual interest payments of 
German agriculture had risen to 965 millions of marks as com- 
pared with 750 millions before the war; the total indebtedness stood 
at 11,000 millions of marks. 

No farming enterprise indebted to an extent exceeding 40 per 
cent of its assessed value for tax purposes can operate except in 
the greatest peril. Yet it appears from an extensive inquiry that 
in Eastern Germany over three quarters of the farms studied as of 
July 1, 1930, having more than 100 hectares lie in the danger zone, 
while in Western Germany about 50 per cent of the larger farms 
are endangered. Of the small farms, from half to two-thirds of 
those in the East and two-fifths of those in the west, face this 
almost insolvent condition. 

In summary, it may be said that German agriculture has sunk 
more and more deeply into debt, and in 1931 has been reduced to a 
state of breakdown. Ever since the war, the rate of interest 
has exceeded the net earnings of any capital that could be invested 
in agriculture. Only in exceptional cases is it possible to offset the 
high rate of interest by a very rapid turn over of capital. This 
lack of equilibrium constitutes a sharp barrier to technical prog- 
ress, and is the most serious cause of the high and ever increasing 
indebtedness of German agriculture. 

The distress of the agricultural classes of Germany must be 
attributed to the fact that even in a period of increasing business 
activity from 1924 to 1928 about two-fifths of the savings of 
Germany were absorbed in the meeting of reparation obligations 
(according to the Institut fiir Konjunkturforschung, Sonderheft 
22, Berlin, 1931). No real recovery of the nation from the conse- 
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quences of the war is possible under these circumstances. Our 
researches have definitely proved the following connection: as long 
as the reparations have to be paid, even restricted to the unprotected 
part of 660 million marks, there is no remedy against the shortage 
of capital and the exhorbitant interest rates. The disproportion of 
these rates to net profit which can be made with the borrowed capi- 
tal will continue and will push Germany deeper and deeper into the 
mire of indebtedness. The interest due annually to foreign creditors 
already equals almost the annual reparation payment. In this way 
the former center of wealth production on the European continent 
has been changed into a center of poverty and this poverty affects 
the whole world-body-economic. 

In December, 1931, the German Government ordered a compul- 
sory conversion of internal long term loans which will regularly 
diminish the interest on existing debts by one-quarter. But this 
order must perforce leave untouched the rate of interest on loans to 
be raised in the future. 
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INDUSTRIES 
By Kurt WIEDENFELD 


Professor of Economics, University of Leipzig 


From the middle of the last decade of the nineteenth century, 
and after some twenty years of persistent and relatively severe 
depression, the development of German industry was characterized 
by a remarkable degree of stability. To be sure this was not in the 
sense that nothing substantially new took place, but that the older 
order remained rigidly unchallenged. It is a fact that technical and 
industrial organization were never at rest but continued to drive 
the course and direction of industry to higher and higher efficiency 
and yield. The new factors, therefore, were not obstacles, nor did 
they operate to the prejudice of industry. They included the close 
consolidation of the industries dealing with such fundamental ma- 
terials as coal and steel, the gradual achievement of equilibrium in 
inland transportation costs in consequence of the taking over of 
the railroads by the government. Moreover, the maintenance of 
substantial freedom from agitation in the discount market by the 
Reichsbank operated as an effective buffer, absorbing the force of 
the fluctuations in industrial development. Industry was able to 
offer substantial reinforcement to the new supplies of capital de- 
rived from the enhanced productivity of all its own branches. 
Although the rate of interest was naturally higher than during the 
years of the long depression, nevertheless it remained upon a level 
which could not be called unreasonably high. It is not too much 
to say that the development of the forces available from the capital 
market of the country met with no obstacle by reason of the rate of 
interest. 

The war and all the developments of the post-war period com- 
pletely upset this harmonious development of industry and capital 
resources. From top to bottom the industrial structure was split 
and endless gaps appeared that have not been closed. A great 
deal of territory was taken from Germany and the loss of most 
of it represented for industry within the country far more than 
might be signified ordinarily by the shifting about of a political 
frontier. The provisions of the Treaty of Versailles, which re- 
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quired the introduction of manufactured goods duty free as to a 
large proportion from the former regions of the Reich alienated 
under the terms of that Treaty, naturally affected the industrial life 
of the country all the more since Germany was denied the right to 
continue commercial relations on the same basis of freedom from 
customs with those same regions. Not even once was the most- 
favored-nation clause granted to us. It cost no small effort, as 
well as money, to our industry to turn its attention to other markets 
than those lost under the Treaty, for there were not only all the 
adjustments of cost and method involved in the adaptation to these 
new markets, but also the competition of those who had previously 
furnished the requirements of those markets. Only in 1926, eight 
years after the war was over, did it become possible for Germany 
to conclude a commercial treaty with France affording at least 
bearable customs relations to her export trade and so far as Poland 
is concerned we have never yet been able to come to any conclu- 
sions with regard to commercial policy. It has, of course, not been 
without its great effect upon the economic position of German 
industry that the industrial elements of Poland and of France have 
been built up in such wise so as to dominate the markets formerly 
served by German production. 

Still more radical were the effects of the transformation of con- 
trol over the industrial relations between the areas taken from 
Germany under the Treaty and those regions within the country 
which had for a long time maintained intimate and essential con- 
nections therewith. The separation of Lorraine from the Ruhr, 
like the interruption of the economic relations of Upper Silesia, 
produced effects still far from being adequately compensated. 
All efforts to overcome these effects by long term delivery con- 
tracts and systematic industrial improvements of method and 
technic have been without avail. The old difficulties which had 
only with the utmost patience been overcome by the conciliation 
of interests of the various enterprises concerned have become 
more formidable than ever. No recourse existed for some of 
the enterprises in German Silesia and the Ruhr valley, if their 
own existence were to be secured, than to facilitate the erection 
within German jurisdiction of businesses that had been obliged 
to liquidate their operation in the alienated regions. And, of 
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course, these new enterprises necessitated substantial outlays in 
turn involving all sorts of costly provision of a technical character. 
How great a blow to German industry was involved in the nearly 
universal liquidation of German’ property abroad after the war 
needs hardly to be mentioned. And yet a brief reference to this is 
indispensable in view of the fact that new buildings and ware- 
houses as well as other equipment had somehow to be procured in 
order to start up business again in foreign markets. Obviously, 
the capacity for export trade of all industries was affected by 
these different factors; but particularly affected were the indus- 
tries dealing with the more characteristic higher quality merchan- 
dise. In the case of this class of industries a really thorough knowl- 
edge of the technic of production is required and the advice not 
merely of an agent but also of an expert, as to the uses to which 
the commodity may be devoted, must likewise be secured. A very 
substantial volume of the export trade of Germany has consisted 
of objects in this general category; and this trade has regularly 
required, as much since as before the war, the existence of fully 
informed agencies in foreign markets ready to furnish information 
and substitute parts and the like on the shortest possible notice. 
It is no less true of English firms and those of the United 
States of this class in their foreign operations. It goes without 
saying that the reestablishment of offices and agencies through- 
out the world in the first years after the war was altogether 
impossible for German manufacturers. As a result the export trade 
in general tended to be shifted in a not inconsiderable degree from 
especial types of manufacture, in which Germany had either ex- 
celled or at least equalled foreign styles and standards, to semi- 
manufactured products or mass products destined to enter the 
world market merely in general competition. It was natural that 
this development should bring about a marked shift in the equilib- 
rium within the German industry itself. The finer types of products 
found it more and more difficult to operate alongside the indus- 
tries of mass production in anything like the old conditions. Even 
when formerly hostile markets were opened again to German 
manufacturers of this class, the position of German industry was 
hardly any better, since its shortage of capital prevented the up- 
building of its equipment and the reinforcement of its market and 
[19] 








148 

distribution staff. .In this state of affairs is to be found one of the 
fundamental reasons, and by no means zhe least important, why, in 
postwar Germany, the availability of abundant labor for the re- 
quirements of quality industries has not led to the expansion of 
these industries in anything like the degree which might have nor- 
mally been predicted vt witnessed, on the contrary, the placing 
of greater and greater emphasis upon the mechanization of 
industry. 

But the technical difficulties in the way of the normal restoration 
of dann have been nothing compared to the tremendous obstacle 
constituted by the mass of reparation obligations with their para- 
mount command over the resources of German capital formation. 
Today many branches of the quality industries of Germany have 
been unable to stand up under the load of economic and physical 
burdens imposed upon them in consequence of the Treaty; and 
many of the mass production industries find it exceptionally diffi- 
cult to meet the pressure of the internal economic conditions of 
the country. All German industry is relentlessly driven to aim at 
export trade at all costs no matter what competition must be over- 
come in foreign markets and no matter whether Germany’s own 
anne? to absorb foreign goods steadily declines. The high fig- 
ures of unemployment, which adequately reveal here as well as 
Teles the economic position of industrial countries, make it 
clear that we are dealing with international situations and that the 
chaos of the world market today in some substantial measure is to 
be attributed to the collapse of the industrial structure of Germany. 

Throughout the whole range of German industry at the end of 

period of inflation there was a definite disproportion between 
the necessity for technical renovation on the one hand and the 
capital resources available for this renovation on the other, and in 
order to understand the effects of the reparation obligations and 
measure their real significance some attention must be paid to this 
relationship. During the inflation period there had already been 
some extensive expansion of factories in consequence of the re- 
employment of machinery constructed during the war for use on 
war materials and munitions; and the reemployment of this war 
time machinery for peace production was particularly characteristic 
of the industries having to do with the preliminary transformation 
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of original German raw materials. It was, after all, in the nature 
of the case that the inflation should facilitate this development. 
At the end of the period of inflation almost the whole of Ger- 
man industry found itself in possession of paper mark resources, 
with which nothing could be purchased abroad, and at the same time 
still lacked operating means of the sort imperatively required by 
modern technic. After the stabilization of the currency and the res- 
toration of German credit the situation was to some extent im- 
proved. But again it was a question of selection and only those 
industries could draw capital from abroad which were well known 
and favorably known from earlier times by foreign persons having 
capital at their disposal. Thus the industries which had long 
standing statistics of production on a great scale stood the best 
chance of securing foreign capital. The other types of industry, 
far the most widely diversified branches, of course, were able to 
reach the international money market only through the German 
banks and commercial interest, a fact which limited their access to 
credit and rendered it more expensive. 

There can be little doubt that the burden of reparation payments 
has had a profound effect upon German industry. In the first place, 
these payments have materially weakened the capacity of industrial 
enterprises—whatever their classification and size—as to either 
their productivity or their possibility of building up reserves, in 
consequence of the burden of internal taxation. There can be little 
doubt that no small portion of the special taxes raised from indus- 
try by virtue of the Dawes Plan as well as the general taxes col- 
lected by the Reich from all sources for the purpose of reparation 
payments have been paid by a large number of industrial enter- 
prises directly out of their capital resources and they have there- 
fore suffered materially in the conduct of their business. In the 
second place, an abnormal concentration of foreign credits in the 
hands of the great enterprises and public corporations, largely in 
connection with the operation of the reparation payments, has had 
the effect of materially weakening the capital resources of those 
factories and companies which could not secure foreign credits for 
their normal foreign trade operations and had therefore to use up 
their resources. The foreign exchange through which foreign 
credits were secured for German enterprises was naturally trans- 
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formed into deposits in marks for the latter through the Reichs- 
bank. The Reichsbank in turn sold this foreign exchange to the 
Agent General for Reparation Payments, who paid in marks col- 
lected and turned over to him by the German Government,—and 
so the foreign exchange flowed back to the creditor countries and 
did not bring into Germany any substantial volume of production 

This exchange did not benefit those branches of German in- 
dustry which had no share in its receipt and disposal, although 
the other industries that secured the foreign credits were at least 
able to pay for their new material and labor services and thereby 
to be strengthened in their productive capacity. One does not 
go too far when one puts this whole process in the following 
ormula: In consequence of the reparation payments, which rested 


as a first charge upon all persons liable to taxation in Germany, 
a substantial portion of current resources and even the capital of 
the enterprises and branches of industry which were not in a 
position to secure foreign credits was actually absorbed into the re- 
inforcement of the productive capacity of the heavy mass produc- 
tion industries which assumed the responsibility for the interest 
and amortization of the corresponding obligations to foreign 
lenders. 

The fact is clearly and impressively brought out by the record 
of German trade that all branches of industry are closely bound 
up together and each of them reveals a great sensitiveness to 
the influences operating upon the others. When capital resources, 
through any set of circumstances, are accumulated in any one 
spot then other branches of industry, having their economic life 
impoverished and curtailed, slowly languish until the time comes 
when their disintegration in turn works havoc upon those indus- 
tries which appear most to profit from the course of capital. 
The same holds good of the rest of the world, and in this respect 
the various regions of the earth cannot be separated one from the 
other. All of them feel sharply the effect whenever in one place 
the blood of the capital stream is not pulsating regularly and 
in its accustomed strength. Since the stabilization of German 
exchange it has generally been recognized that in the years when 
capital came flowing in from abroad imports decidedly exceeded 
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exports. When, however, credit did not come from abroad, exports 
sharply exceeded imports and Germany, against everything one 
might expect, revealed a steadily increasing excess of exports. But 
taken altogether imports and exports have been falling. Par- 
ticularly have the imports of foreign raw materials declined since 
they can no longer be paid for on anything like the earlier scale 
by German industry, naturally to the disadvantage of foreign pro- 
ducers whose loss of a one-time large-scale consumer represents a 
severe blow. As for exports, the proportion of mass products has 
become steadily greater particularly in the more recent years, 
although for the brief period 1926-1928 quality production was 
somewhat better represented than before or since. 

These facts mean nothing less than that Germany has been driven 
from the fundamental lines of international division of industry and 
has been compelled to enter the world market in competition for the 
sale of objects in which she cannot meet the production of other 
industrial countries except upon conditions of the sharpest sacri- 
fice. For the rest of the world no less than for.Germany it would 
be an obvious advantage to restore the capacity of German indus- 
try to distribute widely its supply of labor so as to cultivate quality 
production again on a greater scale. But this will be possible only 
when these branches of industry may have the door opened to 
them to capital now unavailable and urgently needed capital at 
rates of interest within the limits of endurance. 
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TRANSPORTATION AND COMMUNICATIONS 
By Erwin von BECKERATH 
Professor of Economics, University of Koln 


In order to determine the extent to which the economic position 
of Germany’s various systems of communications has been affected 
by the shortage and high cost of capital, it is necessary to compare 
the condition of these facilities in the autumn of 1924 with their 
condition today. It was then that the corporation set up under the 
Dawes Plan took over the Railroad system from the German State. 
There was a marked shortage in heavy locomotives and passenger 
accommodations, and there were other serious technical defects. 
So, too, with the postal service; no substantial replacement had 
been possible since the end of the war, and a certain deterioration 
in the service was inevitable. But the shipping resources of Ger- 
many, both inland and overseas, had been hardest hit; the best part 
of the ocean fleets had been lost through the Treaty of Versailles, 
and even the active shipbuilding of the post-war years had not yet 
signified very much in the way of restoring Germany to anything 
like her proper standing as a maritime power. The inland shipping 
resources had also been materially reduced by the Treaty. 

For all branches of communications, a great deal of renovation 
was essential. The railroads required extensive stretches of new 
rails, new bridges, and new rolling stock. In the six years since 
1925, the Railroad Corporation spent something over 2,000 million 
marks on renewal and replacement, new trackage and sidings, new 
freight and passenger terminals, and new shops and equipments. 
The postal service had likewise heavy investments to make in the 
improvement of radiotelegraphic installations and numerous other 
technical respects. Somewhat less than 400 million marks went 
into the improvement of the postal and related services in the 
period 1924-1931. The development of commercial aircraft in- 
volved about 184 million marks in the same period. 

The book value of the Railroad Corporation’s property may be 
said to have increased about 2,200 million marks between the 
autumn of 1924 and the end of 1930, but the long-term debt of the 
system at the end of this latter year amounted to but 1,100 millions. 
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Thus, more than one billion marks of the total required for the 
Railroad system had been financed by the system itself. 

The Postal Service was able to show somewhat larger operating 
surpluses than the Railroads, and these were helpful in meeting 
the cost of the new installations. The capital debt of the Postal 
Service consists today of an internal loan of 300 million marks, and 
of 196 million marks of the proceeds from the Young Plan Loan. 

The financing of shipping was especially costly, and the com- 
panies had to do a great deal of it themselves by the most exacting 
economy. In 1927-28, the Reich made a small non-interest-bearing 
loan to the three German ship mortgage banks so as to cheapen the 
cost of their credit to the companies. But the Dutch ship mortgage 
banks have afforded much credit, sometimes at rates below those 
available in Germany. The companies also had coming to them 
from time to time resources in the form of the payments from the 
Reich for the ships lost as a consequence of the war. 

In general, it may be said that the capital market was prepared 
to furnish all branches of the communication system of Germany 
with money at so costly a rate of interest that they were all thrown 
back upon self-financing to a large extent. In some respects the 
necessity was, of course, an advantage, for the uncertainty of traf- 
fic volume made borrowing too highly speculative. But from an- 
other point of view, this process of meeting costs out of current 
receipts had a distinctly unfavorable result upon freight rates 
and service generally. 

Through the special monopolistic character of the various 
branches of communications, they naturally had access to shares 
in the foreign loans of the Reich, or to such foreign assistance as 
that of the Dutch ship mortgage banks. Moreover, substantial 
grants from the Reich itself were made from time to time. The 
money that thus reached the railroads, postal service, air services, 
and shipping might conceivably have been acquired by these enter- 
prises directly if normal conditions had existed in the money mar- 
kets; and of course, a great deal of economic waste would have 
been avoided if this had been the case, instead of the money coming 
to them from the fruit of taxation. But in any case a number of 
elements combined to make such money as they got rather less pro- 
ductive, so that the services, as a whole, have not kept step with 
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the requirements of the times nor has their progress since 1924 
been anything like what their prewar promise warranted the 
German people in expecting. Particularly has it been the shortage 
of capital, or its availability only at frightfully expensive cost, 
that has held back the German shipping industry from recovering 
its old position in the world. 

The net work of communications of Germany today stands 
far below the level of efficiency and completeness which must 
be achieved if the rest of the economic machinery of the country 
is to function successfully and preserve the narrow margin of 
balance between our earning capacity and our indispensable re- 
quirements from abroad. The scarcity of capital available, at any 
reasonable rate, for these enterprises is, of course, a by-product 
of our general economic confusion as well as of the immense 
drain upon the savings of the German people each year through the 
reparation clauses. The limitation of capital for the improvement 
of services has had the effect of slowing-up the distribution of 
goods. Vital to the maintenance of economic life in Germany, ina 
sense even more striking than in the cases of most other countries, 
transportation and other communications must be furnished with 
capital, in the future, at a cost within reason; but this will never 
be possible so long as the Reich stands perpetually in the shadow of 
international insolvency to which the Versailles Treaty, and the 
régimes successively set up thereunder, have condemned it. 
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PUBLIC FINANCE 
By WALTHER Lotz 


Professor of Economics, University of Munich 


Germany was able before the war to raise long-term loans at 
home at an actual net cost of from 3% to 4 per cent from the Reich, 
as well as for the States and the Communities. Foreign debt played 
very little part in the calculations of public bodies, and, as a 
matter of fact, German investors were in considerable measure 
creditors of foreign countries. The short-term debts of German 
public corporations were of slight importance in those days. 

But during the years 1924-30, securing credit, especially on 
long term, was possible for public corporations in Germany, only 
in circumstances of profound difficulty. German foreign invest- 
ments were of course quite wiped out by the liquidations effected 
under the treaties. Only in a few noteworthy instances—including 
particularly the United States—have the investments of German 
capital confiscated at, or since, the beginning of the war been 
later given back. After the war and the reorganization of the 
political life of Germany, it was necessary to find the means with 
which to meet the cost of reconstruction and to pay in foreign 
currencies the amounts fixed under the heading of reparation. In 
consequence of inflation, the capital resources which were not of a 
tangible character pretty nearly disappeared. Beginning with 1929 
disbursements under the heading of unemployment relief steadily 
increased and had to be provided for, giving rise to a tremendous 
increase again in the tax burden of the Reich, the States, and the 
Communities. High postal and railroad rates, as well as high 
service charges of public utilities, are likewise attributable to this 
cause. In order to balance the budget, the salaries of public officials 
of all ranks have been reduced, and the pensions of retired em- 
ployees have been considerably cut down. 

In a word, the cost of keeping the machine going at all made it 
exceptionally difficult to accumulate savings from individual in- 
comes. And while, on the one hand, the accumulation of capital 
lagged behind, there came into competition with the Reich, the 
States, and the Communities which were seeking to satisfy their 
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credit requirements in the money market, the insistent demand of 
private enterprises looking for funds on a long term basis. After 
the collapse of exchange, it is true, there was a considerable degree 
of relief for German debtors; of course this was at the expense of 
the income of other classes in the community and it caused an 
almost total breakdown of confidence on the part of those whose 
savings were thus imperiled. In addition to the genuine rate of in- 
terest, we had at that time a special premium on the increasing 
risk of public securities according as more losses in public loans 
were experienced. In spite of all measures against the flight of 
capital, many persons sought investments in foreign countries offer- 
ing smaller returns upon investments but apparently more secure. 
In Germany, investments were preferred by the German public 
itself in shares and mortgages rather than in public securities. 
It was not to be denied that there had been relatively less loss 
in obligations secured by land during the period of inflation and 
afterwards than had been the case with public loans. In 1928-30, 
there were issued and placed in the German capital market 
altogether 7,125 million marks of fixed-interest-bearing securities 
(mortgages, loans, city obligations and industrial bonds), but of 
these the Reich got only a single loan of 183 million marks. The 
raising of credit abroad was one way out of this situation. This 
fact, however, seemed to relieve the domestic money market of the 
burden as well as to enable it to secure somewhat more favorable 
loan conditions. Taking into consideration the fact that the net 
receipts from such loans are regularly less than 100 per cent of the 
nominal value, one may calculate on the basis of the findings of 
the Statistical Office of the Reich that the actual cost of the total 
borrowings of the Reich, the States, and the Communities during 
1928-1930, was as follows: a total of 1,855 million marks of do- 
mestic loans cost about 7.92 per cent, while the borrowings abroad, 
aggregating 2,986 million marks, cost 8 per cent. Yet there were 
individual cases where the rate reached 9 per cent and even 108 
per cent—such as some domestic communal loans of 1925. Figures 
such as these represent from 2% to 3 times the cost of public loans 
in the period before the war. 

But today the worst element is not the high net cost of long- 
term loans, but the temporary difficulty or even impossibility of 
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securing long-term credits for public corporations on any basis. 
The possibility of securing loans without the obligation of amorti- 
zation has been wholly wiped out so far as the public corporations 
of Germany are concerned, and all long-term debts have simply no 
chance without offering an amortization arrangement. For the 
next five years, the possibility of a greatly reinforced sinking 
fund has to be envisaged and at the same time there is little 
hope that the expenditure for debt interest may be lessened by 
neans of conversion operations. In the case of the 7 per cent 
Dawes Loan, all possibility of conversion was simply closed out 
once and for all. To a certain slight degree, reliance has been 
placed upon the so-called middle-term debts because they have 
been rather easier to arrange than long-term credit; there is some 
chance of placing Treasury bonds which have an amortization 
principally of from five to ten years. The danger existed, however, 
and, of course, still exists that, because of the temporary impossi- 
bility of securing long-term credits the short-term debts with a 
maturity of less than one year would be substantially increased 
in volume. Particularly threatening has been the fact that while 
foreign debts with brief periods of maturity had been incurred by 
public corporations, the amortization of industrial short term 
foreign credits could not be transferred. The embarrassment 
which must result whenever the foreign creditors would be obliged 
to call back their funds on short notice was fully revealed when 
the terrible credit crisis of the summer of 1931 took place. 

Examination of the individual investigations contained in the 
Report on the Effects of the High Rate of Interest in Germany, 
in so far as it relates to the subject of public finance, brings out the 
fact that, at least until 1929, the State of Prussia avoided the issue 
of floating debt, chiefly by means of economy in administration, 
and by maintaining the budgetary equilibrium. The situation was 
not so favorable in the case of Bavaria and still less in that of 
the Federal Government. But the short-term indebtedness of the 
municipalities and the communal unions rose relatively the most. 
One of the most difficult problems of the immediate future will be 
the transformation of the short-term credits of the communities 
into the long-term indebtedness. 

The investigations, which have been made, present in a general 
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way the following as the direct and indirect consequences, for 
public finance, of the high rate of interest. 

1. The pressure on the public budgets, particularly upon those 
of the communities, under the heading of interest and amortization 
of indebtedness has substantially increased. Only in part is the 
burden of interest covered today by the yield from public utilities 
and publicly owned enterprises. Taxation must be increased many 
times to meet the burden. 

2. Building plans and other investments of public corporations 
must in part be abandoned or delayed and in part carried out in a 
less complete fashion than originally intended. To be sure, we 
may observe that in so far as enterprises of a distinctly uneconomic 
character are thereby rendered impossible this abandonment of 
such plans is not to be regretted. In the course of time, however, it 
has come to pass that the limitation of expenditure has also affected 
the elementary necessities of a cultural character. Nevertheless 
the cutting down of public construction and like activities could 
not be fully carried out after the war because of the need of replac- 
ing or restoring promptly worn out installations and buildings. 
Especially during the last few years it has been impossible to effect 
this restriction in building if work were to be given to the unem- 
ployed out of public contracts, and in this period every effort has 
been made to provide occupation for the unemployed by so-called 
productive benefit for people out of work. 

3. In many instances there has been a substantial alienation of 
the resources of the borrowing municipal corporations in order to 
make possible the carrying on of public utility enterprises, so that 
these, as well as the enterprises of an industrial character owned 
by the States, have been transformed into independent establish- 
ments organized as companies, thereby enjoying advantages pos- 
sessed by private companies in the process of securing long-term 
credit and meeting fewer obstacles than they would meet as public 
corporations. 

4. In the case of the federal railroad system and the postal 
system, a large part of the necessary investment has been effected 
through the financing by these enterprises themselves, that is to 
say, through the application of operating surpluses to capital 
investment; but of course this was possible only through extremely 
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high fees and rates which in turn have affected unfavorably the 
course of economic life. Furthermore, out of current taxes, for 
example, the housing problem and street construction have had to 
be carried along to such limited extent as might prove practical 
even though one would rather prefer, if it had been possible, to 
meet their cost by borrowing. 

However discouraging these conclusions with regard to the 
effect of the high rate of interest upon the public finance of Ger- 
many must be regarded in a general way, yet there are a few 
more hopeful and cheerful aspects of the situation for the future. 
If after the revision of the obligations of the Reich and of the 
Treaty of Versailles, it should prove possible to reduce the load on 
the budget, and if new taxes and a further drastic reduction of ex- 
penditures should make possible the restoration of a balanced 
budget for the Reich, the States, and the Communities, then the 
outlook would be substantially improved. Above all, the improve- 
ment of the technic of public borrowing, in line with the conclu- 
sions reached as a result of recent investigations would make it 
possible to organize and develop our public finances in a more 
practical and durable fashion. 

For as long a time as obstacles in the way of securing long- 
term credit may last, it is to be taken for granted that not only 
will the activity of public corporations be very greatly limited 
but also the ability of German manufacturers and consumers to 
absorb the products of foreign countries, in consequence of the 
steadily increasing burden of taxation and the practical difficulty of 
securing foreign exchange. This must lead in turn to the substitu- 
tion of other countries for Germany both as a market for foreign 
goods, and a source of goods for foreign consumption. The task 
of the German Government in framing an economic policy capable 
of making head against such a formidable situation will grow 
more and more difficult. The outside world has stood by more or 
less complacently witnessing the concentration of almost all eco- 
nomic initiatives of a larger importance in the hands of public 
authority in our country since 1920; and it must not be surprised if, 
when no one except the Reich can borrow at home or abroad, 
and the Reich can borrow only upon the hardest terms, the course 
of economic life slows down and signs of disintegration multiply. 
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When not even public authority can secure funds except upon 
terms that prevent their utilization for any services except those of 
primary urgency for the preservation of the State itself, then 
the maintenance of organized economic life among these sixty-five 


1 


millions of people will become steadily less secure. The fluctua- 


tions from the trend naturally to be expected must become more 


more unpredictable, and at length the economic significance of 
Germany as a customer for the outside world—at least the world 


of Western Europe and America—must disappear. 
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BANKING AND CREDIT 
By M. J. Bonn 


Professor of Economics, Handelshochschule of Berlin 


The high rate of interest between 1925-1930, of from 8 to 10 per 
cent, has had exceptionally grave consequences for the banks and 
for foreign commerce. As far as retail trade was concerned, the 
influence of a high rate of interest has probably been exaggerated. 
In foreign commerce, it has led to the financing (in some case 
exclusively) of the export trade by foreign banks, especially by 
English banks; the rates of interest quoted by them are probably 
identical with the rates demanded from native concerns of the 
same standing. But the obligation of settling his foreign exchange 
accounts includes a certain amount of risk for the German mer- 
chant and makes credit more expensive to him by the amount of the 
cost of covering his transactions by foreign exchange, than to his 
foreign competitors. Moreover, the scarcity of capital from which 
he suffers and of which the high rate of interest is merely the out- 
ward expression, discriminates against German traders whenever 
an extension of terms of payment is demanded. He must either 
sell his goods more cheaply, to counterbalance the additional cost of 
long credits, or insist on earlier payments. 

As to the banks, the situation developed under the influence of 
high rates of interest has, as events have shown, been almost 
catastrophic. 

When credit is expensive, the total volume of business done is 
apt to shrink, reducing in many cases the possibilities of making 
profits. As the German banks (with very few exceptions) have 
built up a very extensive branch system, greatly enlarged during 
inflation, and as their clerks are strongly organized in employees’ 
associations, they have been unable to reduce overhead costs. They 
have been able to to keep the costs of their liabilities lower than 
might have been the case otherwise and by agreements as to the de- 
posit rates (which cover, however, only money up to 30 days) they 
have thus widened the margin between the interest of the debit 
and credit side in comparison to prewar days, so that the difference 
between call money and current account rates has grown from less 
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than five per cent (1912/13) to seven per cent on the average for 
the years 1925/30. It is quite possible that the comparatively low 
rate of interest they offered depositors may have retarded the rate 
of saving. In any case, the higher rates, which savings banks and 
some of the public banks organized after the inflation period offered 
their customers, made them withdraw deposits from the commercial 
banks. At the end of 1929, for example, savings banks paid on the 
average 5 per cent for demand deposits against 4 per cent of the 
commercial banks. 

Moreover, some big concerns like the I. G. Farben and the rail- 
road organized or affiliated their own banks. Extremely profitable 
business, like the gross income of the railroads amounting to over 
a billion dollars, is not handled by the commercial banks and does 
not appear in their accounts. The balance sheet of the big Berlin 
banks and the more important provincial banks was over 4 billion 
dollars in 1913. Fifteen years later it was less than 4 billion 
dollars. The figures had sunk by 7 per cent; if the purchasing 
power of money is taken into account, the reduction amounts to 
about a third. 

The prevailing high rates of interest have greatly hampered the 
policy of the Reichsbank. A considerable margin between home 
rates and foreign rates has arisen. The German open market rates 
before the war were by % to 1 per cent higher than those in 
London or New York, in 1925 to 1930 they averaged nearly 2 per 
cent higher. This being the case, a considerable demand for money 
and for credits was addressed to foreign banks. This was done 
directly by the big industrial and commercial concerns, who had no 
difficulty in getting long-term and short-term credit abroad. The 
German banks were deprived of this business. The best lines, so 
to speak, were taken away from their portfolios. According to the 
most recent estimates of the Reichsbank, the amount of these 
direct foreign short-term credits of German industry and commerce 

the middle of this year [1931] was 1% billion dollars. 

What was even more important was the fact that the Reichs- 
bank’s discount policy had no effect on the credit policy of these 
concerns. They did not pay much attention to the German rate, 
but rather to foreign rates. Moreover, the existence of such 
margins made discount policy highly contradictory, especially when 
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short-term money is considered. Whenever the Reichsbank low- 
ered the discount rate, it diminished the margin between home and 
foreign rates, thus producing a withdrawal of foreign money, 
so that the easing of the money market which it was meant to bring 
about, became very doubtful. When, on the other hand, the Reichs- 
bank raised the discount rate to prevent an untimely boom, a rapid 
inflow of foreign money threatened, completely counteracting the 
effects of a policy of dear money. If things had been allowed to 
go on long enough in both directions, margins might have been 
lowered to such a degree as to bring about comparatively small 
oscillations. This policy could not be embarked upon successfully, 
as a rather lengthy and stormy period of transition had to be 
faced. 

As to the private banks, the high rate of interest made it impos- 
sible for them to provide all would-be clients with what for 
brevity’s sake might be called “home money.” They either had to 
decline to supply those customers’ wants and let them try to get 
money from abroad directly, which would in the long run have 
induced foreign banks to buy an interest in small German banking 
houses, as foreign banks were not allowed to open branches in 
Germany, or they themselves had to borrow money abroad and 
hand it out to their customers at somewhat enhanced rates. As it 
was, they chose the second alternative. Owing to this policy, the dif- 
ference between the cost of credits in German marks and sterling 
or dollar credits secured through German banks in Germany was 
about 2 per cent for current accounts and 3% to 4 per cent for re- 
volving credits. Mark credits given to customers from converted 
foreign exchange loans contracted by German banks were of course 
more expensive as the bank had to charge a premium for reconvert- 
ing into exchange. If fewer loans had been made from foreign 
credits, the rates for mark loans produced in Germany would have 
been much higher on account of the increased competition for such 
credits. 

German banks have always been in the habit of granting short- 
term accommodation to their industrial customers who were ac- 
customed to long-term investments with this money. This was not 
much risk in the old days, when the banks could easily supervise 
their customers’ financial activities and when the stock exchanges 
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functioned in a regular way. For these short-term credits were 
merely “nursing” credits, to be converted into bonded obligations or 
even into share issues after the financed concerns had emerged 
successfully from all trials. 
When the German banks consented to take foreign credits for 
their cus rs, they, no doubt, hoped for a similar development. 
credits were to be forerunners of bonded issues from the 
proceeds of which they could easily be paid off, after prosperity 
was secured—a policy undoubtedly proved successful by past 
experience. 
But the situation had changed completely in more than one 


The high rate of interest failed as a corrective measure 
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to diminish the scarcity of capital. For various reasons it did not 
act successfully as a premium on saving. The banks may perhaps 
be blamed for keeping deposit rates lower by their agreements than 
might have been done under a system of severe competition; they 
certainly did not raise their rates on loans and advances beyond 
what was necessary. 

For the high rate of interest failed as a method of selection 
between good and bad capital ventures. The high rate of interest 
made it quite impossible to finance certain important branches 
of business in the regular way. As rents were controlled, new 
houses built in the ordinary commercial way could not be let at 
prices corresponding to controlled rents. Building must either 
cease or be done by government finance. The government drew 
for this purpose from rent taxation the amount of 700 million 
marks a year. This money was thus withdrawn from the ordinary 
saving process and the banks were deprived of these accounts. 
Moreover, the conceptions of the inflation period induced indus- 
trialists all over the country to expand plants beyond the immediate 
necessity. These huge plants sometimes created by the owners’ 
own money, but in many cases financed by loans, could not be 
expected to pay, if they were not run at full speed. It was essen- 
tial to provide them with working capital. Whatever the rate 
might have been, it still seemed cheaper than to let them stand idle. 
As long as business was good, they were willing to pay rates of 
interest, regardless of cost. And as the banks, having to share 
amongst themselves a somewhat reduced total business, competed 
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with each other rather savagely in this respect, they were willing 
to finance enterprises which promised high yields rather than to 
decline the risks. Moreover, producers in many walks of life were 
led to indulge in extremely optimistic expectations of future 
yields. The reparation payments made an exportable surplus a 
national necessity and this could only be achieved by reducing 
imports or increasing exports. This greatly strengthened the 
protectionist policy of the German Government, which promised 
high prices to protected industries, and induced these industries to 
count on high profits, from which even exceptionally high rates of 
interest could easily be defrayed. That holds good especially of 
agriculture, as far as it is carried on in big estates. They were 
induced to burden themselves with a huge amount of mortgage 
bonds. These mortgage bonds were rather popular with the public 
(from 1924 to 1930 about 9% million marks worth of these bonds 
were sold), which had lost less on mortgage bonds when the mark 
was stabilized and debts were valorized at around one quarter of 
the pre-war value than on government and municipal bonds. 

The banks had to do a great deal of business with public bodies, 
Municipalities, States, Provinces, and the Reich. Here again the 
rate of interest was not decisive. For even if the loans secured 
were used for the construction of public utilities, interest charges 
need not be earned, they could be defrayed by the general taxpayer. 
The underlying security was not restricted by the capital value of 
revenue earned, but by the taxable capacity of the corporation in 
question. 

To summarize, the high rate of interest did not act in the 
accustomed way as a deterrent on borrowing; the demand for 
money and credit was not sufficiently diminished by it. It did not 
free the banks from demands they could not supply from their own 
capital resources or from their depositors’ savings; it forced them 
into foreign markets, if they did not want to go out of business. 
Moreover, as foreign credits were comparatively cheap, and as the 
tates for deposit money in Germany could be kept low the margins 
between the rates customers were willing to pay, and the cost of 
the money, were very attractive. In general, it can be said that the 
chief result of the high rate of interest on the German banks was 
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from abroad. The foreign bankers were extremely willing to 
let them have this money. If the United States and England had 
not gone in deliberately for a cheap money policy, the offers 
made to Germany would have been much smaller. As it was, in 
many cases foreign creditors pressed money on the German banks. 
When, in May, 1927, the Reichsbank tried to stop the boom on the 
stock exchange by insisting that banks must reduce their advances 
to their stock exchange customers, its policy was greatly hampered 
by the inflow of American money, freely offered to the smaller 
banking community. 

The greater part of these credits, of course, were short-term 
credits, which could be withdrawn on short notice. Though the 
margin between long-term advances and short-term advances was 
considerable, it was not big enough to make foreign institutions 
willing to lock up their money permanently. For the fear of in- 
flation and the feeling of insecurity deterred even such groups of 
people from long investments as were able to do so. In July, 1931, 
the total German foreign debt was 28 to 29 billion marks (accord- 
ing to a newer investigation superseding the Wiggin-Layton 
Report). Of Germany’s commitments, about eleven and a half 
billion marks could be withdrawn at very short notice and had to be 
protected by a suspense arrangement. No doubt, as experience has 
shown, the banks did run considerable risk in contracting short-term 
obligations and using the money for longer operations, and, if they 
had refused to do so, the general result would have been much the 
same, but their particular position might have been much better, 
for during the period of prosperity the foreign investor was not 
very squeamish. When German municipalities were prevented from 
contracting long-term foreign loans, as the Reichsbank wanted 
to diminish their obligations, they found no difficulty whatso- 
ever in getting the money either directly or indirectly on short 
terms, though the controversy which had arisen in Germany showed 
the investor very clearly that he was giving short-term money 
for long-term operations. 

The fact that the banks shouldered the responsibility and allowed 
themselves to be made the buffer between industrial and agricul- 
tural debtors, bent on long investments, and commercial and bank- 
ing creditors, bent on a quick return of their money, has shaken 
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their foundations completely. It made them the chief sufferers 
when, owing to political and commercial panic, billions of money 
were suddenly withdrawn. German banks lost about a half billion 

marks of foreign money in 1930; the short-term foreign indebted- 
ness of Germany was reduced further in the first seven months 
of 1931 by around 3 billion marks; finally around 1 billion have 
been repaid from August to November, 1931. Most of it came 
from the banks. It made the banks the chief debtors concerned in 
a moratorium. Two of the big banks have gone down; the others 
were at least temporarily greatly weakened. For when the crisis 
came, the money which had been attracted to the banks from 
abroad by high rates, could not be kept with them by increasing 
the rates. Even with a discount rate of 15 per cent the outflow of 
gold and the sale of securities, which is but another form of 
withdrawing the money, could not be stopped. So it may well be 
said that the high rate of interest was catastrophal for the banks. 
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GENERAL CONCLUSIONS 


By Karu DIEHL 





Professor of Economics, University of Freiburg 


The high interest rates are due, not to economic causes, but to 
causes that are quite outside the economic category. Political 
causes are of primary importance. The interest rate does not 
adequately reflect the relations of demand and supply upon the 
credit market but it is in large measure affected by a definite 
increase in the economic rate of interest, or what we call the pure 
rate of interest. This addition to the rate of interest is a sort of 
premium for risk. The very high rates of interest in Germany are 
nothing else than the combination of ordinary interest with this 
premium because of risks added thereto. The high taxes imposed 
in Germany have caused so great an uncertainty as to the economic 
future of the country that German and foreign creditors alike base 
their calculations of interest in part upon the danger which they 
run that neither the credits nor the interest will be paid in whole or 
in part. Thus economic interest on capital has become a predomi- 
nantly political rate of interest. This is a sign of the severe crisis 
of confidence which prevails in Germany largely in consequence of 
the extraordinary burdens which rest upon this country. 

It is not the fluctuation in the annual addition to the world’s 
gold supply, or like factors, but the shortage of capital, which must 
be held responsible for the continuing high rate of interest in 
these years. The maldistribution of gold among the different 
nations, which is a consequence of the unnatural flow of capital 
resulting from interferences of political character, is a vital factor 
in determining the high rate interest. The tremendous competi- 
tion for capital drew foreign funds into Germany, yet not enough 
to meet her requirements. Something like 13.6 billion marks of 
foreign capital were imported in the years 1924-1928 (according 
to “Deutsches Institut fiir Konjunkturforschung”). Savings, how- 
ever, were made each year more and more difficult as new heavy 
taxes were developed. The peoples of other countries bear heavy 
burdens and most of them share with us today the confusion and 
uncertainty of economic disorder, but it is not excessive to claim 
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that no country in Europe or America, whatever its price level and 
whatever the purchasing power of its currency, imposes effective 
rates like these upon its citizens. And it is only natural that when 
the State, in fulfillment of obligations which it has assumed in 
order to assure the continued integrity of the national sovereignty, 
exacts heavy sacrifices from the people, it should find itself obliged 
to assume also very heavy burdens of a social character. One 
cannot ask the German people to make the sacrifices they have 
been called upon to make since 1919 without guaranteeing at least 
a bearable margin of existence. Seventeen years ago, 11.5 per cent 
of the aggregate national income went into taxes and social ex- 
penditures; and in 1929, 28.6 per cent was so employed. 

Every year since 1924, about 2,000 million marks have had to 
be paid as reparation. If this sum seems small in comparison with 
other figures mentioned in this summary it must be remembered 
that these millions paid on reparation account went out in the form 
of cash and their mobilization effectively barred either accumu- 
lation or inexpensive credit conditions. Is there any wonder 
that Germans should lose confidence in their own country and many 
of them seek to export their funds? They have had one dreadful 
experience; they would naturally seek at all costs to avoid another. 
No estimate of the amount of German capital that has gone abroad 
since 1924 can be worth very much, for all governments have 
found this sort of information elusive and unsatisfactory. 

In these matters, the interest of the individual does not coincide 
with that of the community, but rather appears to lie in another 
direction. It requires the utmost rigor, an enormously costly and 
exasperatingly inquisitive control over all stages and phases of 
commercial and financial transactions, and the gradual adjustment 
of the public psychology to an attitude of acceptance, if not co- 
operation, before any government can effectively regulate the flow 
and counterflow of capital. Whether the foreign accumulations 
of credits in the name of Germans, both companies and individuals, 
at the end of 1931 amounts to three billions of marks or even to five 
billions, as some persons have asserted, is a point which will require 
a great deal of time and ingenuity to settle; but even when the 
total has been ascertained, the actual repatriation of these funds, 
or their acquisition by the German Government, forcibly or other- 
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wise, cannot be accomplished without the restoration of confidence 
in the future stability of German economic life. Much emphasis 
has been put upon the excess of German exports over imports in 
the months of September to November of 1931 as proof of Ger- 
many’s ability to accumulate foreign credits capable of application 
to the reparation payments. But this excess is capable neither of 
long continuation nor of ready mobilization. In part, it is due 
to shrinkage in purchases; in part, to the anxious selling of goods 
at sacrifice prices and any terms of payment that can be secured 
by German companies that have become apprehensive as to the 
future. It has already been pointed out that the German business 
world has come to such an unwholesome state of affairs that 
whenever foreign credits cease, that is, whenever foreign confi- 
dence disappears or even becomes hesitant, exports exceed imports; 
when credit is available the imports rise, because then our indus- 
tries utilize the credit to secure materials and carry on their cen- 
tral and definitely indicated function of transforming raw materials 
and semi-manufactured goods into manufactured goods of quality 
within the reasonable range of buying capacity of civilized 
countries. 

The shortage of capital, then, explains the exhorbitant interest 
rates that have aggravated our economic life over the last few 
years; and the shortage of capital is explainable only by the drain- 
ing off of our economic resources to satisfy the stipulations of the 
successive instruments based upon the Treaty of Versailles. Even 
if we had abundant surpluses of capital newly formed, year in and 
year out, its conversion into the currencies of France, England, 
Italy, Belgium, and the United States would not be accomplished on 
the scale required by the least exacting of those instruments without 
a violent spasm throughout the whole credit organism of the world. 
The transfers of gold or claims on gold, from country to country 
in the fall of 1931, when no such settlements as Germany must 
make were involved, has been possible only in circumstances that 
disastrously upset exchange, depressed markets, and finally wrecked 
one of the great currencies of the world. But when these transfers 
must be squeezed out of the spare and problematical funds on which 
the German Government can lay its hands, in the face of formid- 
able customs barriers to German trade, and the shattered state of 
purchasing power in just those countries which were Germany's 
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best markets, the problem simply becomes insoluble. The transfer 
question is today, as it has always been, a question of substance, a 
question of resources and the power over them, and not a mere 
technical detail. 

And Germany has, after all, transferred so much in these twelve 
years that the world can give her the slight consolation, at least, 
of conceding her good faith. From September 1, 1924, to June 30, 
1931, not less than eleven billion marks have actually been paid 
over to the creditor ceuntries; and from November, 1918, to Sep- 
tember, 1924, property and money worth not less than twenty billion 
marks, according to the Reparation Commission itself, was delivered 
fo those creditors. This latter estimate is surely the minimum of 
minima ; and on the basis of the usefulness to the former possessors 
of what was transferred, the valuation would have had to be at 
least twice the figure derived from the calculations of the Repara- 
tion Commission. Thus Germany has every ground for believing 
that not merely her current working capital, but a large part of 
her permanent resources have gone out of her control, in satisfac- 
tion of the Treaty of Versailles. Money values cannot be ascer- 
tained for all of it, in a form acceptable to all concerned; but the 
outside world, no matter what its criterion, will concede, if it deals 
with the question in a spirit of true intellectual frankness, that 
Germany has acted in good faith, under the worst of conditions, 
over half a generation, to fulfil a set of obligations which had 
disorganized and perhaps permanently impaired the processes of 
her economic life. 

The economic state of Germany today, therefore, is both un- 
wholesome and, in some respects, dangerous. Men endure much 
for their native land, so long as a prospect of accomplishment 
within the future measurable for most of them fortifies and guides 
them. The economic state of the German people at the close of 1931 
can neither strengthen their hope for the future, nor even enable 
them to shape a consistent policy on any major issue—foreign or 
domestic. No economic act of importance can take place in 
Germany today that does not depend upon the effectuation of a 
livable and workable agreement concerning reparation. And only 
an agreement which correctly envisages the economic life of 
Germany today has any chance of working, of surviving, even of 
avoiding grave consequences for all mankind. 
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